Introduction
The last two decades have seen significant internationalization of firms from developing economies, in terms of their greater participation in international trade, growing outflows Within this broad trend, the growing internationalization of firms from two fastgrowing developing countries, China and India, is particularly notable. Exports have been a central feature of the growth of the Chinese economy over the last three decades and, more recently, they have made a visible contribution to Indian growth too. Outward FDI from China and India has grown rapidly in recent years, and firms from these two countries are increasingly involved in overseas mergers and acquisitions. At one level, the outward flow of capital from developing countries to acquire assets in developed countries presents a conundrum. Ordinarily, we should expect the rate of return on capital to be higher for investments in a fast-growing developing economy rather than for overseas ventures in industrially-advanced economies. To put it simply, the 'uphill flow' of capital from labour-rich developing countries to the developed world does not fit textbook economic theory.
One possible explanation is contextual. Liberalization may have given firms an opportunity to diversify their real investment portfolios. The logic of diversification may make it rational for a firm to expand overseas even when the return on such investment is lower, as long as returns domestically and overseas are less than perfectly correlated.
The Indian firms that have led the internationalization process are those that were well diversified across domestic industrial sectors: consider the Tata group, whose interests range from manufacturing steel to food & beverages, and running hotels to business process outsourcing. In the past, regulatory constraints on diversification abroad often compelled these firms to diversify domestically, beyond levels that can be explained by technological economies of scope. Once policy becomes suitably accommodating to outward FDI, international diversification followed quite naturally. In many cases the firms' quest for economies of scale also motivate them to invest abroad. This is particularly true in sectors such as steel and metals.
At the same time, some of the overseas investments may have been prompted by 'push factors': policies that distort the rates of return on capital at the enterprise level create an imperative to venture abroad. In China, distortions in the financial intermediation process, combined with a high rate of private savings may have driven down the rate of return on domestic investments, forcing firms to look overseas for more lucrative opportunities. As Morck et al (2008) put it, "China's recent outward FDI surge is probably a manifestation of its inability to reinvest its high corporate and individual savings efficiently."
Motivations
While a more permissive economic regime is necessary for firms to venture abroad, it is not sufficient. What, then, motivates firms to invest overseas? A leading theoretical approach, the so-called ownership-location-internalization (OLI) theory, explains the internationalization activity of multinational corporations (MNCs) as their attempts to extend their ownership advantages (e.g., proprietary access to a superior production technology or a valuable brand) to overseas markets by exploiting locational advantages (locating abroad to access low cost inputs or better serve local markets), and internalising the efficiency gains from economies of scale and scope by integrating the firm's activities across borders. In short, FDI enables firms to exploit their existing firm-specific assets.
This standard explanation has limited traction when analysing the internationalization activity of MNCs from developing countries. Typically, these firms have only limited technological or ownership advantages to exploit.
Rather, the internationalization activity of firms from developing countries may reflect attempts to acquire strategic assets, such as new technologies and brands, and to gain secure access to raw materials and to distribution networks. In sum, rather than exploiting existing assets, FDI may reflect attempts to acquire or augment these assets. In principle technological assets can be acquired through arms length contracts such as licensing, or generated through domestic R&D, but market imperfections may imply that acquisition is more effective through FDI. A second motivation for firms to invest abroad is to secure access to resources, especially natural resources and raw materials. As security of access to essential raw materials is considered important for economic growth, state-owned enterprises have been at the forefront of acquiring ownership stakes in overseas mining and energy sectors. China National Petrol Corporation and China National Offshore Oil
Corporation are typical firms in this category, but also India's Oil and Natural Gas
Commission has made substantial forays abroad.
Some investments are technology-seeking in intent. Of course, the use of foreign investment as a technology-acquisition strategy is not peculiar to China and India:
Korean firms such as Samsung and Hyundai combined foreign investment with international technology licensing to build their technological capabilities. 9 However, the 7 Morck et al (2008) point out that when the Canadian-owned PetroKazakhstan exited from Kazakhstan due to its inability to enforce its contractual dues, China National Petroleum Corporation acquired its assets and subsequently was far more successful in enforcement. 8 In fact, more contemporary forms of the OLI theory recognize that investment may be motivated by the search for strategic assets in the form of technology, market access, and even the desire to access a particular institutional context: see Dunning and Lundan (2008) Some explanations of increased internationalization fall outside the above categories.
For some firms the rush to go overseas is fuelled by the desire to steal a march over domestic rivals: there appears to be a strong competitive element in overseas acquisition strategies of Indian business houses. 10 In other cases, outward FDI is seen as a part of a 'national strategy', but this is probably exaggerated and captures the anxiety of some in recipient economies.
Somewhat distinct from the motivations that lead firms to venture abroad, there is the question of the business strategies that internationalizing firms adopt. The choice of 'how to internationalize' is likely to depend on the modes of internationalisation available 
Studying the Internationalization of Chinese and Indian Firms
Some recent research offers insights into the pattern of internationlization of firms from China and India, and the strategies adopted by these firms on their path to internationalization. Chinese outward FDI aims predominantly to secure access to raw materials for expanding domestic steel production, with very few international production operations.
In contrast, Indian steel firms have ventured abroad to seek markets and strategic assets, both to exploit economies of scale and economies of scope across steel-dependent manufacturing sectors such as automobiles. In the Chinese case, state-owned enterprises have been most active abroad, while in India private sector firms have led the drive to internationalization (the Indian public sector steel monolith, SAIL, has been noticeably inward-looking). 11 Khanna and Yishay (2007) argue that this is on account of institutional voids and missing markets.
However, many Indian and Chinese multinationals have entered international markets through acquisitions of existing assets rather than greenfield investment. This is, of course, consistent with the observation that Chinese and Indian firms have fewer ownership advantages. However, a study by Mata and Portugal (2000) of the closure and divestment of 1000 foreign-owned firms that started operating in Portugal during the period [1983] [1984] [1985] [1986] [1987] [1988] [1989] shows that the mode of entry -greenfield vs. acquisition -affects the longevity of the investment. They argue that greenfield investments are more assetspecific and dependent on the ownership advantages, and likely to be more durable. In contrast, acquisitions often involve the purchase of a complementary but non-specific asset. The non-specific nature of the acquired asset results in a lower exit threshold -say, if international expansion plans falter or if there is a strategic re-orientation within the acquiring firm -and also is easier to sell to someone else. If so, it would be rational to find a policy preference for greenfield investment over acquisitions as the mode of entry.
Public reaction to these acquisitions -and the political economy behind these reactions -is mixed. In many cases, acquisitions have been of failing firms. Bertoni et al cases, it is likely that the post-acquisition rationalization of these firms will result in labour retrenchment rather than employment generation. To the extent these were firms in distress, some retrenchment would have happened regardless of foreign takeover, but whether overseas firms are seen to be 'saviours' or 'asset-strippers' depends on careful enunciation of corporate strategy. Tata, with a credible record of successful labour relations are well placed to cope with this, but may yet need to tread carefully.
The potential of productivity-enhancing spillovers from the operation of Chinese and Indian firms requires a more cautious assessment. As Driffield et al (2008) point out, the potential for technological spillovers is low when FDI inflows are technology-seeking rather than technology-exploiting. Nonetheless, the entry of foreign firms could well increase the degree of competition in the industry, with potential gain in productivity.
Public perceptions of Chinese and Indian MNCs are inevitably tied up with reactions to the recent growth of these countries. While most people consider China's success in low-cost manufacturing for global consumers to be a positive development, the inevitable rise of China and India as significant economic players causes consternation by challenging the established order of industrial hegemony. Consider, the growing unease with the entry of large sovereign wealth funds, and the concerns that these are largely instruments of an overbearing Chinese state. Of course, the dominance of state-owned enterprises in Chinese internationalization may be structural: unlike Indian business houses, a poorly developed domestic capital market might imply that state sponsorship is critical for Chinese firms' overseas ventures. But at the same time it creates the perception that these firms are beneficiaries of 'unfair state aid', and argument that resonates with old debates about strategic trade policy.
The implications of internationalization for the home economies, that is, for China and India, are also subject to debate. One view expresses concern that outward FDI can deprive developing countries of scarce capital, including human capital in the form of managerial resources. This is reminiscent of early concerns about brain-drain, but a more balanced position has come to understand that what starts as brain drain can become a part of two-way 'brain circulation', and in any case, even if these flows are perverse, it is hard to control them in an increasing globalizing world. An alternatively view sees the emerging internationalization as the 'coming of age' for Chinese and Indian corporate sector and a measure of their ability to compete globally on equal terms. However, this more celebratory approach carries risks too: when competitive foreign acquisitions become an end in itself, they carry the risk of irrational excess. It is conceivable that many of the acquisitions currently being celebrated as badges of success will result in corporate failure, especially as the word struggles with a financial crisis that is likely to persist. Nonetheless, analysing the internationalization of Chinese and Indian firms should provide rich rewards for research, and till the process is better understood, it would be sensible to call for a relatively neutral policy towards their internationalization.
